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USSR: Implications of the
Hard Currency Problem for
Aid to Allies and Clients

Faced with hard currency constraints and potential Western credit restric-
tions. Moscow is trying to conserve foreign exchange, in part by reducing
support 1o dependent allics and ciients. In Eastern Europe, the Soviets have
reduced subsidized oil exports and adopted a tougher loan policy. In the
Third World, Moscow's hard currency assistance Lo Comimunist clients has
become morc restrained. Soviet aid to non-Communist LDCs, which does
not involve hard currency expenditurcs, apparcntly has not been affected.
although Moscow will be even less willing than before to undertake major
assistance efforts similar 1o those carried out in the past for Cuba and

Vietnam.

Although this policy has helped to reduce the Soviets’ hard currency trade
deficit. it almost certainly will increase problems in Moscow’s bilateral
relations with East European and Third World countries. Many of them
hiave been seeking expanded Soviet assistance because of their own
cconomic problems and will be unhappy with Moscow's tougher stance.
Reduced aid will aggravate Eastern Europe’s economic difficulties and
could thus encourage increased consumer unrest and anti-Soviet feeling.
As a result. Moscow's efforts to achicve both closer cconomic integration
within the region and increased East European financing of Warsaw Pact
modernization could be undercut. ’

Soviet problems with Third World countries over economic aid probably
will be mitigated in some cases by Moscow’s ability and willingness to
provide rapid and large-scale military assistance. but the potential for
increased difficulties over cconomic support will remain. Arms agreements
with LDCs have riscn substantially in recent years, with their value far ex-
cceding that of economic assistance commitments. In coming ycars, the
USSR will continuc 1o view arms saics as a major source of both influence
and forcign exchange and will probably focus its arms cxport cfforts on the
Middle Euast. South Asia. and North Africa. As Third World needs for
cconomic aid risc. however, Soviet weapon sales for hard currency may
increcasingly seem to some LDC governments an inadequate and cven
cconomically burdensome form of support. Particularly in the casc of
countrics experiencing severe balance-of-pavments problems, Moscow may
encounter increasing difficulty in sustaining or expanding ils arms exports.
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Introduction

Growing Hard Cur-
rency Problems

USSR: Implications of the
Hard Currency Problem for
Aid to Allies and Clients -

The hard currency squeeze that emerged in 1981 has prompted the USSR
to find ways to reduce the outflow of foreign exchange. Presunmiably
unwilling to incrcase their hard currency debt to the West substantially.
the Soviets have scaled back imports of some Western products and
reduced their cconomiz support of some allies and clients. Hard currency
cxpenditures large and small, direct and indirect, reportediy have been
affected. These adjustments have helped to reduce the Soviets” hard
currency trade deficit, but the improvement is probably temporary. sincc
forcign cxchange constraints are likely to persist through the 1980s.

This memorandum discusses the general reasons for the cutbacks. then
focuses on reported reductions in support to East European and Third
World countries. It suggests how Soviet policies—including the arms sales
program—and bilateral ties ini those regions could be affected.

The Soviet economy's slowdown is raising the importance of imports in
helping to maintain productivity. The rate of growth is falling, from nearly
4 percent per year in the 1970s to an average of 1.5 percent per year in
1980 and 1981. Recent Soviet data indicate that the growth rate in 1982
will be at least as low. The chief causes are rising rcsourcc costs, an
inefficient economic system, production shortfalls in agriculture and
industry. and an accumulation of planning mistakes. Moreover. growth in
labor productivity has slowed just as demographic trends are beginning to
curtail the supply of new labor. Imports can relieve some economic
problems by raising the technological level of major Sovict industries and
by reducing shortages of grain and important industrial matcrials, as they
did in the 1970s when purchases of chemicals, steel, machinery, and
agricultural products rose substantially (table 1). In the 1980s, Western
equipment and know-how will be particularly important to raising produc-
tivity in the critical machine-building and energy industries.

However, Soviet hard currency revenues needed for purchasing Western
goods probably will remain level or even decline in real terms during the
next several years. Foreign exchange earnings have risen substantially

since the early 1970s, led by oil exports and, more recently, supported by

‘gas and arms sales (tables 2 and 3). Nonetheless, the USSR's hard

currency position worsened in early 1981, primarily because of weaker
demand for its oil exports and sharply increased grain imports after a




Table ! Million US §

USSR: Hard Currency Imports +

1970 19 1972 1973 1974 1975 1976 1977 197% 1979 1980 1981+
Total - 2984 3093 4342 €744 B.695 14577 1SATR 14805 17.026 21.435 26070 11778
Grain 101 185 70 142 635 2321 2627 1056 235) 3279 4360 6217
Other agricultaral 657 600 S33 L8 1188 1760 1.66S 2008 17N 1854 4400 S.101
products
Machinery and 967 S60 1283 LTI9 2334 4593 SO074  SAIT  S970 6032 6.039 4523

cquipment

Ferrous mctals 4 303 314 498 k99 1942 2627 229 l.ﬁl? 2.588 1;536 3.606 1.597
Chf:_q\iculs 218 206 249 270 707 122 609 65¥ B1s 1190 1345 1590
Other - 741 768 999 L2295 1.689 21882 3,207 3850 3579 4,544 6020 6.747

+ Includes imports from all countrics trading with the Soviet Union +

on 2 hard currency basis as of | January 19%0.

* Estimated.

*"Includes the following imports, which the USSR reported in
footautes, and which we belicve are associsted with the Orcnburg
nuteral gas pipcline: $420 mibiion in 1976, $888 million in 1977,
$2k6 million in 1978, $30 million in 1979, und $1& million in 1980,
4 Eixcluding imporis sssociated with the Qrenburg pupeline.

Saurce Ofticial Sovict forcign trade statistigs

-

string of poor harvesis. Although the situation has improved since mid-

1981, partly because of reduced nonagricultural imports and increased oil

and gold sales, the Soviets™ prospects for maintaining that improvement

over the long run are blcak.' Our analvsis indicates that:

= Oil exports. the leading hard currency carner. will become increasingly
hard to sustain in coming ycars.

= Rising gas cxports prebably will not offsct fully the drop in uil revenucs.
even after the pipeline to Western Europe is completed.

» Recul carnings from other exports arc unlikecly to grow appreciably.

= Sales of gold and arms, which have helped to minimize previous trade
deficits, probably cannot prevent larger deficits from emerging.

We expect the Soviets” hard currency position to fluctuate in the next few

vears, a3 1t has since the mid-1970s. 8y 1990, however, we estimate tha

the constraints on hard currency revenucs and a rising nced in real terms

* We estimzte that the Sovicts reduced their hard currency trade deficit from $6 bitlion n
Junuary-Junc 19%1 10 32.2 billion in the first hzif of 1982

-




Table 2 Million U'S §

USSR: Hard Currency F.xports +

1970 1971 1972 197 1974 1978 1976 1977 1978 1979 1980 1981

Total 2424 2776 2954 5009 1869 8280 10225 11.863 13336 19.417 13584 21778
Petroleum * 430 608 600 1308 2741 3391 4748 5583 5710 9.5RS 12293 12232
Nawral gas TR TR VR VO 20 7 358 ses 1072 1404 2704 396K
Coalandcoke S 06 121 n2a 1 a2 377 366 295 NS 366 179
Machincey and cquipmeat oy 207 267 360 647 803 905 1.299 1574 1466 1534
Ferrous metals v a3 e a6 tes 70 181 129 216 246 169
Wood and wood products 389 379 an 147 1046 739 889 1084 _ 991 1370 1.500 1016
Chemicals 6s 65 10 o 246 243 4ss s 287 sa2  7a6 170
4!.'.‘55‘,'59_".’.',4'?.'.94;.’.9'.‘_ - . _'92 R 361 o1 541 ;_5;“‘ 652 IS LINE Ut 690
Diamonds s s T sis s am SIU_ 606 _ 773 1043 1304 5y
Other 124 642 Sk1 ' 1200 1629 1449 1617 1705 233) 2911 2505

+ Includes exports to all countrics trading with the Sovict Unionona
hard curcency basis as of | January 1950

® These data werc calculated by adding estimatcs of oil exports to
those LDCs for which theee arc no Sovict data to the total calculated
from Sovict statistics. ’

Source: Official Soviet foreiga trade stadistics and—-fos diamond
cxports —OECD stztistics.

for Western goods and iechnology will have caused the gap between
foreign exchange reovirements und earnings to exceed the roughly $6

billion leve! of 1981

Moscow probably does not sec incrcasced reliance on Western credits as a
solution to the hard currency problem. Both Western bankers and the
financiaily conservative Sovict feaders presumably would be reluctant tn
increase substantially the existing Sovict debt burden (table 4). Morcover.
the USSR apparently believes that cancrete Westegn credit aestrictions .

might become a realitv £ (
J -
Although thc vague language of the agreement on

credits achizved at the Versailles summit in June and the subsequent
disunity in Western ranks over US trade sanctions probably have eased
Sovict apprchensions, Moscow probably <till recognizes thar ~redits will be
more costly to obtain than in the 1970¢




Table 3

Milliva 'US b
_USSR: Estimated Hard Currency Balance of Payments

90 191 19725 197) 1974 1975 1976 1977 1978 197y 1980  I9K{.

Current secount talince -103 40 - -822 238 —4907 -3.566 - 1258 - 1.84) 3823 1,004 700

Trade balance - 560 -3 =188 ~ 1,138 -%26 —6,297 ~5253 -2942 =-1690 =-2018 -24% —4.000

o Exports, (ab 1424 2.7 2984 5,009 7.469 8,260 10,225 11,863 13336 19417 23884 23178

Imports. (.o.b. 2.9%4 1,073 4342 6.744 8.695 14,577 15478 1405 11,026 21435 26070 27778

Net interest -8 - 48 ~60 - %0 - 103 ~570 =74 - 848 - 381 -199 =10 1,300

Arms receipts )s 0 NECGL 250 250 |.299 1,500 1,500 1,700 5,500 3.300 5,000

Other invisibles and triasfers 508 158 n 43 917 760 911 1,032 1.028 1,140 900 1,000

Capital aczount balance NA NA i 611 48K 5197 rS18 1212 ~788 -—-i.152 105 2,965
" Gross drawings * A A 906 1737 2052 K171 5495 2857 3096 4424 3100 5995

Lioverament buacked 450 M1 428 495 1,164 1.972 2450 1.991 2.565 2,410 2433 2.300

N Commercial NA LH 1,242 Ky 4,199 1,045 866 i 2,064 670 ).695

i Repayments N NA 306 397 628 969 1,366 1.9558 2332 2,500 3034 3170

Gavernment backid 159 hR3) 216 33 4%} 130 1.036 {.285 1.456 1.702 1915 1,945

Commercial A 30 9 142 w10 670 876 109K 1119 1228

Net change in assets - NA NA -629 -129 =939 395 =161l 310 ~1,552 =282 236 140

Gold sales NEGL 1 289 962 LI7% 128 1,369 1618 2502 1.490 1,580 2,700

Net errors and omissions ¢ Na NA Kot <751 — 1804 - 1618 = -1 109 ~d. 161 -~1889 =668

¢ Pravisivnal estimate.

* Including additions to short-term debt,

« Netchange in Sovict assets held with Westeen commercial banks
{a negative sign signifies an addition 10 assetss.

9 Includex hard currency assistance 1o other Communist countries:
hard currency trade with other Communist countrics: hard currency
credits 10 1.DCs 1o Ninance Soviet xales of machinery and cyuipment
including military equipment; and credits 1o developed Western
counlrics to finance sales of ail und Gther cuinmoditios.




Table 4

Million UN £

USSR: Hacd Currency Debt to the West

Commercial debt
Mecdium and loag term
Short term -
Goverament-backed debe
Gross debt
Asscts with Westera baaks
Net debe
Debt service

Dibt scrvice cativ (perceat)

197§ 1922 1o 1974 1978 1976 9 197K 1979 1950 19x1

107 KSR 2031 287 6947 9.661  9KSK 9511 10477 1000 11200
Na Na Na Na Na Na aa 6409 K3 60K 6550
Na NaA Na Na Na Na Na 3102 3293 A9y 180

1,401 1550 1,708 QKK 3.63! S04 S8 6XAL T 86X KORE K4t
1808  2.408 3,749 S175  10.57K 14707 15609 16373 1x.045 txil6 209t
1,028 1§84 2583 3822 I LMK 4428 S9RO KKOA  RSTI O KJAD
%3 S84 1.166 |;65.‘ 7450 9.9649 T 1Kl O MY 92 W 9548 12479
409 1476 729 113} 1773 23 1098 S8 40 682 M
(R 10 [[4] () 138 (8 K 17 ts 17

-

Cutting Corners
Around the Globe

With tighter hard currency supplics in mind. the Soviets are reducing their
cxpenditures of forcign exchangc across the board. Although we cannot yet

‘estinate precisely the overall size or duration of the cutbacks. we belicve

that trade with the West. economic support of Fastern Europe. and
assistance to some less developed countries (LDCsiare being affected.
Reductions in imports of Western goods and in exports of oif to allics at
below-marketanrices could bring potential savings of a few billion doflurs.

East-West Trade )
The Soviets have luunched @ major cffort to reduce forcign cxchunec
expenditures in the West. C

JSoviet trade officials in carly 1982 werce being given explicit
instructions 1o reduce hard curreacy purchascs for most scctors of the
cconomy. € D reporting .

9 dicates that Moscow indeed is negotiating fewer new
import agrecments with Western firms than in recent vears. particulacly
for industrial cquipment and matcrials. fa the past few months. C

 the Soviets' more conservative import policy has:
« Forced deluys or cancellation of some consumer industry arojects
requiring Western equipment.
< Prompted reduced purchases of Jupanese specialty steels. ‘
- IForced cutbacks in imports of Japancse and US heuvys -duty trucks for

mining.




« Prompled Moscow tu request permission to delay payvmeats 1o a number
of Western exporters.

= Recquired Sovict overscas commercial offices to minimize hard currency
purchases. such as the hiring of locul! help.

Prchiminary Western trade data indicate that in the first half of 1982 the

volume of chemical imports was 20 percent lower than in the first half of

198 1. and nonpipe steel imports were cut by SO percent ~

Among the few sectors that probably have not been substantially affected
arc agriculture and encrgy~-—-major concerns of Soviet economic plan-
ning---and dclense-related industrics. We belicve that these sectors will
continue to recsive extensive—thoagh not nceessarily ironclad—protection
from Sovict import restrictions. and that nonagricultural consumer goods

. . . . . .
industrics will receive the least protection. -

Eastern Europe '

C 7 Sard currency worsics have been primarcily

responsible tor a reduction in Soviet cconomic support to several East
Europcitn countrics. & 2 Mascow cited
the pressures of financing increased grain imports as a major reason for
cutting subsidized oil deliveries to Czechoslovakia and East Germany this
vear to volumes at least 10 percent below those previously planned. and to
Hurgary by § 0 19 pereent. The reduction could exceed 175,000 barsels:
per day. roughly 7 pereent of shipments to Eastern Europe in 1981 (table
5). Similarly, the Sovicts arc independently assessing how much oil
Bulgaria actually nceds. (__ suggesting that
cutbacks may ulso be madc there soon. We belicve that most of the freed-
up otlis being used for sale to the West rather than for Sovict consumption.
Prcliminary Soviet trade data indicate that in the first half of 1982 the vol-
ume of oil eapurts to the West was 50 pereent higher-—and oil revenues ap-
proximatcly S2 billion grecater—than in the first half of 1981. The USSRs
projected requirement for above-average grain imports in the coming
vears, moccover. almost certainly 2" ecxtend the oil delivery cutback
beyond 1982,

Moscow's need for hard cureency likewise has prompted a tougher loan
policy toward other Comununist countries. (.

in lute March the Moscow Narodny Bank-in London was asked to raisc
$260-320 million: S160 millioa of this was (0 come from forcing the East
Europcans to repay several loans when due. rather than renewing the loans.
Y ugoslavia and Czechoslovakia reportedly were to pay ¢ff all Soviet loans
coming duc. und Hungary hali of its maturiues. Bulgaria. East Geemany,
and Cuba were to repay onc-feurth of their maturitics. According to




Table 5 Thousand Bareets
rer day ail equivalent

Eastern Europe: Oil Consumption
in 1981
Consumption fmpores Imports From USSR

19%1 (A2 00}

Total 1945 1.96S 1620 1.505

Bulgariy 3os 330 00 300

Crechoslovukiz 380 405 388 s

Fast Germany 318 428 %0 LR 1Y)

Hungary 208 195 1558 18

Polund ¥R %0 220 320

Romania 340 i 260 <0 s

+ Estimated

Hungarian press reports. the USSR also withdrew S100-200 million in
hard currency from the Hungarian National Bank during the first quarter

of 1982,

Third World" Mascow’s belt tightening upparcatly has affected its econemic support of
Communist countrics and partics in the Third World. Some indications in

Communist Clients
* recent months of Moscow's tougher stance are that:

Although Moscow increased commaodity shipments 10 Victaam in 1951,
rccent public Soviet statements suggest that Victnam's rcQucests for
further increascs in subsidized shipments of oil and food have been

turncd down.

= Reductions in Sovict oil shipments 1o Cuba in 1982 were considered.
1 Although the Sovicts.agreed instcad to
’ provide financiat tncentives for Cuba o cut il consumption, the option of
reduced deliveries ta subscquent years has presumably been left open.

« On 4 smaiier scuic. the Dominican Repubiic’s Communist Puarty was wld
that it and some other Latin American partics would henzeforih receive
lcss hard currency funding E




Table 6 Million US' S

USSR: Economic Aid Agreements
With LDCs

T_'o(-Al
1954-T1
1972
1973
1974 '

1975 T
1976
1977
1978
1979
1980
1981

« Final agrcement on several large projects had not been reached by
the end of the year. but they probably will be reflected in a higher to-
1al for 1982,

)

Developing Countries

Moscow rarely provides hard currency support to non-Communist LDCs,
but instcad emphasizes project assistance often repaid with the resulting
LDC products. While the amount of Sovict aid allocated o such countries
has grown in the past decade (tabies 6 and 7). repay ment ierms have
hardened. with 10-year repayment periods having become more common
than 12-vear credits over the past five years. Our observations of the
Soviets” assistance effort during the past decade indicate that their primary
cconomic goal in extendinz development aid has been to scll Sovict
equipment, although more recently they have given increased attention to
procuring products important to their cconomy through commodity pay-
buack and barter conteacts thut minimize their overall hard currency

cxpenditures

The Soviets™ current concern over foreign exchange availability has not
affected their aid program for non-Communist LDCs but certainly has
contributed to their continuing stingincss with those countries where hard
currency is involved. Some recent indications that Moscow has not changed
its longstanding policy regarding hard currency support are that:

« Nicaragua. despite the economic ceoperation pledged during junta
coordinator Daniel Ortega’s visit 1o Moscow in May, has still not
obtained the substantial fevel of Soviet hard currency aid it has been
sceking since 1980, uccording 10 J press reporting.



Table 7 Million US $

USSR: Economic Aid Extended to Non-Communist LDCs, by Region

Region 19721973 1974 1975 4976 1977 1978 1979 4950 19K Total
Towl _es3s 743 siss’ 19ser 103017 4297 30003 33468 20710 adrs 14.466.1
NoshAfica 60 04 a o T20000- 169 3150 ~a 2.303.2
SubSaharanAfrica 36 145 528 1193 584 132 129518 3099 1261 207637
East Asia e 10 1000 0 T e 1017
ica 1440 258 258.5 210 1686  L1s4.94
_2816 1894 2023 o413 s lenmse
243 so3a a2 osyon Tresi 915 3800

¢ Credits to Morocco for phosphate industey development.  Peru recerved the lirgest amount (5250 mittion in 1980) for 22

® Includes $1,200 miltion trade credit for Nigerian steel mill. percent; Colombia reccived the next largest amount ($21 3.4 million
¥ Angola reccived $32.7 million during 1972-81 (and $2.000 million  in 1974-75) for 18 pcrecat of total.

in carly 19821 Ethiopia received $374.8 million (18 percent of Sub- < Turkey received $3.028 million_ for 65 percent of the total.
Saharzn toraly, and Mozambique rezcived $172.3 million (R percent tndix reccived $1.470 million. for 39 percent of the total, and

of wialy. Afghanistan reccived $1.41% million for 37 peecent of the tatal.

.~ ’) the Soviets refused to make cmergency arms
deliveries to Luanda during South Africa’s incursion lust summer urless
it met the usual terms of hard currency tn cash.

.. Q ) Brezhnev in late May angrily demanded
° " that Tripoli repay its hard currency debt in spite of its cash flow
problems.

= Among countrics less important to Moscow, E j
contrary to prior agreement. the USSR will not service

Guinca’s Soviet-madc transport planes for free. but only for hard
currency in advance.®

= Guyara has publicly criticized Soviet industrial cooperation programs, in
part becausc Moscow has demanded that Georgetown pay more of the
hard currency expenses associated with planned projects. €
J

Z Atthough cash in advance is standard Sovict practice (he o
) couniry belicved that it had a special agreement.

<




Some Political Implications
The Soviets are certainly aware that these actions carry a political price.
but they apparently expect that it wili be bearuble. In Eastera Europe.
Moscow is prabably assuming that there is cnough fatin the cconomics iand
sulficient political stability to enable them to adapt. The Sovicts have been
telling their CEMA partners for vears that their encrgy usc cian be
substantially reduced. Moscow also has madc its cuts with some political
selectivity by excluding Poland. the least stable of the Eust European
regimes. As for the Third World, Sovict qualms may be lessened by the
fact that cconomic ussistance generally has been limited and has racely
brought substantial and continuing political bencefits. The Communist
regimes receiving aid. morcover. may be seen by Moscow as having few op-
tions for acquiring substantial non-Sovict assistance in the short run.
Nonctheless. the Soviets cannot be certain that problems ereated by aid
reductions will not ultimately harm their relations with their aflies and
some important Third World countrics. ’

*
Moscow's budget cutting will almost certainly increase hurdsnips for
Eastern Europe. Reductions in material and financial support. though still
celatively modest, are contributing to the region’s alrcady bleak cconomic
vutlook. raising the prospect of increased consumer dissatisfaction. The
Fast Europeans have little prospect for buying oil on the world market or
for purchasing additionzal Sovict oil for hard currency. Theic energy
conservation efforts have generally been incffective thus fae, and invest-
ment cutbacks are hindering energy savings by slowiag the introduction oi’
more encrgy-clficient plant and cauipment. Although we cannot determine -
precisely the impact of reduced oil supplies. we betieve that all three of the
Cast European cconomics currently targeted for cutbucks will suffer:
o 1 Crechoslovakin, GNP will stagnate at best. and with reduced oil
deliveries i decline in living standards is likely. Substantial reductions in
heating oil und motor fucl supplics are already part of 1 austere 1982
plan.
In Last Germany. the reduction in Sovict oil supplics will hamper growth
through 1983, Recent conservation measurcs such as a 12.5-pereent
decrease in diesel fuel allocations will slow the growth of industrial

output.

[n Hungary. continued stagnation is likely under reduced Soviet deliver-
jex. Budapest hus already imposed three straight years of efonomic
austerity in an ceffort te balunce its fereign trade accounts

.

Although we do not expect Soviet i#id reductions to threaten the type of
micor cconomic problems plaguing Polund. they muay leud to increased
pofitical problems for sone Last Curopean regimes. I tighter oit supplies
Gruse more severe shortages of fucl and consumer goads. cunsumer




dissatisfaction almost certainly will hamaer efforts to incrcasc worker
productivity and may causc morc scrious popular varest and anti-Sovict
fccuing.

Morcover, political disagrecment within the Eastern alliance could increasc
as 2 result of the cuts. Any sctback to the East Europcan cconomics, for ¢x-
amplec. could sharpen Sovict and East European disagrecement over the
finzncing of the Bloc's defense effort. The cconomic burden of cffecting
Warsaw Pact force improvements and sustaining current levels of training
activity would risc. as the Hungarian defensc minister suggested in an
intervicw published in July. In that case. East Europecan (oot~ dragging on
military modernization, which has displeascd the Sovicts for scveral ycars.
would probably increasc. Reduced aid also will complicate the USSRs -

_ cfforis to increasc regional ccononiic mlcgrauon which have probably
intensificd following US cconomic sanctions.’ The'cconomic and possiblc
political dlfﬁculu that the aid reduction will cause the Eaust Europeans.,
and their probablc concern that morc culbacks may foiiow, wili probabiy
provide aa incentive for them to scck other sources of cconomic support.
Hungary's recent admission to the IMF suggests that the Sovicts may have
minimized theif objections to the move in view of their own rcduced
assistance

Sovict influence with some Third World clients may suffer as an alrcady
niggardly cconomic aid program fails 10 mcct those countrics” growing
needs. Moscow has long incurred criticism in the Tk lru World for its
mcager cconomic assistance. and it may now encounter growing trouble
with ccoromically hard-pressed countries that have beea sccking increased
Sovict help. Aid has been a sore point in Soviet-Victnamese relations.
Relations with Cuba. where aid-reluted tensions do not yet appear scrious,
could be affected if the Cuban cconomy’s rate of growth declines
substantially, as projected. Among non-Communist countrics. Ethiopia 18
unhappy with its inability to augment Soviet military assistunce with
cxlensive cooperation in economic devclopment.

) and South Yemen reportedly holds a similar vicw. Angola,
whosc oil exports give it morc ability than most major Sovict clicats to pay
in hard currency for uid projects. is the only Third World countsy (o ohiain
s mujor new Sovict credit commitment (82 billion) this ycar

* Several Sovict party and government officials have stuted publicly ia recent months that
the US sanctions huve eacht CEMA that it snould rcly more hesvely oa trsde among its

~ awa mcmbersy




AMillion {'S §

Table 8

USSR: Military Aid Agreements

With LDCs

Totat 68.415
1954.26 28.225 -
1977 - 9.3
1978 i 2.520
1979 8.360
19%0 ) ' 13.915
1981 . 6.060

Sovict problems with Third World countrics over economic aid probably
will be mitigated in-some cases by Moscow’s ability and willingness to

. M - At tondt Fan
ary assistance, but the potential foq

provide-rupid and large-seale m
growing difficultics over cconomic support will remain. Arms agrecments
with LDCs have risen substantially in recent years (table 8). with their
value far exceeding that of cconomic assistance commitments.* In coming
ycars. we belicve that the USSR will continue to view arms sales as a ma-
jor source of both influence and foreign exchange and will probably focus
its arms cxport efforts on the Middle East, South Asia, and North Africa.’
As Third World needs for cconomic aid rise, however. Sovict wcapon sales
for hard currency may increasingly seem to somc LDC governmeats an
inadequate and even economically burdensome form of support. Particular-
ty in the cusc of countrics cxperiencing severe balance-of-payments
problems. Moscow muay encannter increasing difficulty in sustaining or
cxpanding its arms cxXports

* Orders for weapons deopped (0 $6 billion in 1981, down from the 1980 rccord high of S14
billion. but sul’ nt't‘rmo';/sir"‘ﬁcamly tower than the average sales level established since
the mid-1970s ’

* Moscow may scrutinize more carcfully iis concessionary militacy assistance. but military
aid 10 major clicats such as Cuba. India. and Victram orobably will remain based orinarily
on political rather than ccenomic vonsiderations




Table 8 Million ('S §
USSR: Military Aid Agreements

With LDCs

Total 68.415
1954-76 28.225
1977 . Q.18
1978 ’ 2.520
1979 .60
19%0 B ' 13.915
1981 : 6.060

Sovict problems with Third World couatrics over economic aid probably
will bc mitigated in some cases by Moscow's ability and willingness 10
provide rapid and lerge-seale military assistance, but the potential for
growing difficultics over cconomic support will remain. Arms agreements
with LDCs have risen substantially in recent years (table 8). with their
valuc fur exceeding that of cconomic assistance commitments.* In coming
years. we belicve that the USSR will continue to view arms sales as a ma-
jor source of both influence and foreign exchange and will probably focus
its arms export clforts on the Middle East, South Asia, and North Africa.’
As Third World needs {or cconomic aid rise, however. Sovict weapon sales
for hard currency may increasingly seem to somc LDC governmeats an
inadequate and even economically burdensome form of support. Particular-
ly in the casc of countrics experiencing severe balance-of-payments
problems. Moscow may encouvnter increasing difficulty in sustatning or
cxpanding ils arms cxports

* Orders for weapons dropped to $6 billion in 1981, down from the 1980 rccord high of $14
billion. but suil’ Lt't‘r(m;'gjr"‘ﬁcaml)‘ tower than the avcrage sales level established since
the mid-1970s :

* Moscow miy scrutinize more carcfully its concessionary military assistance, but military
aid 10 major clicnts suchk as Cuba, India, and Victram orobably will remuin based orimarily
on political rather than ccenomic considerations




